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This matter arises on Kentucky Power Company's ("Kentucky Power'') and 

Kentucky Industrial Utility Customers, lnc.'s ("KIUC") respective requests for rehearing of 

the January 18, 2018 Order that approved a general rate adjustment. In two Orders 

entered February 27, 2018, the Commission, among other things, granted Kentucky 

Power's request for rehearing on the methodology for calculating the tax expense 

adjustment and the Tariff Purchased Power Adjustment ("P.P.A.") Forced Outage 

Expense, and granted KIUC's request for rehearing on the impact of the Tax Cuts and 

Jobs Act ("TCJA") on the Unit Power Agreement for Rockport (Indiana) Plant Generating 

Units No. 1 and No. 2 ("Rockport UPA"). In response to a concern raised by Kentucky 

Power regarding KIUC's request for rehearing, the Commission also agreed to take 

additional evidence regarding the TCJA impact to the PJM Interconnection, LLC ("PJM") 

Transmission Owner Revenue Credit received by Kentucky Power. The Attorney 



General, by and through the Office of Rate Intervention ("Attorney General"), was the only 

intervenor in the underlying proceeding who participated in the rehearing procedural 

events, which included opportunities to engage in discovery, file testimony, and request 

either a hearing or that the case be submitted for a decision based on the record.1 

Kentucky Power responded to two rounds of discovery. Kentucky Power and KIUC 

tendered a non-unanimous settlement agreement ("Settlement") and supporting 

testimony on April 27, 2018. The Settlement, which is attached as Appendix A to this 

Order, reflects the agreement of Kentucky Power and KIUC on all issues raised on 

rehearing. On May 25, 2018, the Attorney General filed comments regard ing the 

Settlement and requested that this matter be submitted for a decision based upon the 

existing evidentiary record. Also on May 25, 2018, Kentucky Power and KIUC fi led 

respective requests to schedule a hearing on all pending issues. As discussed below, 

the Commission finds that a formal hearing is not in the public interest because the case 

record contains sufficient evidence to render a decision , and therefore denies Kentucky 

Power's and KIUC's motions to schedule a hearing. This matter now stands submitted 

for a decision based on the existing evidentiary record. 

DISCUSSION 

Calculation of Kentucky Power's Federal Income Tax Expense Savings 

In its January 18, 2018 Order, the Commission reduced Kentucky Power's revenue 

requirement in the amount of $13,943,890 to reflect a reduction in federal corporate 

1 lntervenors, Kentucky League of Cities, Kentucky Commercial Utility Customers, Inc. , Kentucky 
School Boards Association, Wal-Mart Stores East, LP, Sam's East, Inc. , and Kentucky Cable 
Telecommunications Association did not file response to Kentucky Power's or KIUC's rehearing requests, 
and did not participate in the rehearing procedural events. 
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income tax rate from 35 percent to 21 percent pursuant to the TCJA. In its rehearing 

request and testimony filed in support of that request, Kentucky Power asserted that the 

Commission erred in the methodology used to calculate the TCJA adjustment, and, as a 

result, Kentucky Power's revenue requirement was understated by $765,030. Kentucky 

Power did not dispute the importance of flowing back to its ratepayers the benefits from 

a reduction in the federal corporate income tax rate. Instead, Kentucky Power argued 

that the Commission should apply the same methodology in adjusting Kentucky Power's 

federal income tax expense that Kentucky Power applied for calculating its federal income 

tax expense in its historic test year in order for the benefits to be accurately applied. 

In the Settlement, Kentucky Power and KIUC agreed that Kentucky Power's 

calculation of federal income tax expense that reflects the effect of the TCJA on Kentucky 

Power's current federal income tax expense should be approved. Under the terms of the 

Settlement, Kentucky Power's annual revenue requirement would increase by $765,030. 

This adjustment increases the annual revenue requirement increase from $12,348,630 

that was approved in the January 18, 2018 Order to an annual revenue requirement 

increase of $13, 113,660. 

In his comments on the Settlement, the Attorney General disagrees with the 

Settlement provision that increases Kentucky Power's base rates by $765,030. The 

Attorney General argues that Kentucky Power customers cannot afford a rate increase. 

The Attorney General points to Kentucky Power's response to the Attorney General's 

Rehearing Supplemental Data Request, Item 2(c), which stated that, if the non­

unanimous Settlement was approved, the average residential customer's rates would 

increase by $0.29 per month. The Attorney General further argues that the Commission's 
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original calculation is reasonable, and, therefore, the Settlement provision adjusting the 

federal income tax expense savings should be rejected. 

Tariff P.P.A. Forced Outage Expense 

In its rehearing request, Kentucky Power asserted that the Commission improperly 

excluded Tariff P.P.A. Forced Outage Expense from the base-rate revenue requirement, 

which removed unrecovered expenses from the cost of service. Kentucky Power argued 

that the base-rate revenue requirement should be increased by $1, 158,285 to recover 

forced outage expense not otherwise recovered in base rates. In the February 27, 2018 

Order granting rehearing, the Commission clarified that the forced outage expense from 

generator-forced outages currently recovered through the P.P.A. was unaffected by the 

January 18, 2018 Order, which excluded only the proposed amounts excluded from the 

fuel adjustment clause ("FAC") through the Purchased Power Limitation. In a related 

issue, Kentucky Power further asserted that the test-year amount of forced outage 

expense was removed from the Base Rate Tariff P.P.A. Expense through Adjustment 

W9, which synchronized Tariff P.P.A expenses and revenues. The Base Rate Tariff 

P.P.A. Expense is the amount to which actual expense is compared in calculating the 

annual P.P.A. adjustment factor. However, as the Commission noted in the February 27, 

2018 Order, Adjustment W9 actually increased test-year expenses by $372,542. 

In the Settlement, Kentucky Power and KIUC agreed to withdraw Kentucky 

Power's claim to add $1, 158,285 to the test-year Forced Outage Expense to base rates, 

predicated upon the Commission's confirmation that Forced Outage Expense 

recoverable through Tariff P.P.A. was unaffected by the January 18, 2018 Order. 

Kentucky Power and KIUC further agreed to update Kentucky Power's Base Rate Tariff 
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P.P.A. Expense by $372,542 to account for the miscalculation in the synchronization of 

test-year Tariff P.P.A. expenses and revenues. 

In his comments on the Settlement, the Attorney General supported the Settlement 

provision withdrawing Kentucky Power's claim to add $1 , 158,285 in test-year Forced 

Outage Expense to base rates. The Attorney General stated that the Settlement term 

that increases the Base Rate Tariff P.P.A. Expense by $372,542 benefits ratepayers, and 

therefore he supports this Settlement provision. 

Rockport UPA and PJM Transmission Owner Revenue Credit 

In its rehearing request, KIUC sought to reduce Kentucky Power's base-rate 

revenue requirement by $1.31 mill ion to reflect decreases in the federal corporate income 

tax expense associated with the Rockport UPA. KIUC argued that the Rockport UPA 

formula rate included recovery of federal corporate income tax expense, and thus should 

be adjusted to reflect the actual tax expense at 21 percent under the TCJA, rather than 

the previous federal corporate income tax rate of 35 percent. KIUC argued that the same 

ratemaking principle for reducing the federal income tax expense in Kentucky Power's 

base rates should be applied to the Rockport UPA tax expense, which was not adjusted 

to reflect the impact of the lower federal corporate income tax rate. 

Kentucky Power opposed granting rehearing on the Rockport UPA tax expense. 

Kentucky Power argued that a counterparty to the Rockport UPA bears the actual tax 

expense, and thus rehearing on this matter is outside the scope of investigating the 

reasonableness of Kentucky Power's own tax expenses. Kentucky Power further argued 

that, if an adjustment was made to the Rockport UPA tax expense, then it would be 

arbitrary, unjust, and unreasonable if the Commission did not evaluate all measurable 
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